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Why Do I Need to Think About Retirement Now?
Do you know how much money you will need in your retirement years?
Most workers won’t have enough if they depend only on Social Security.
The Social Security system was never intended to be the sole source of
retirement income. It was designed merely to supplement income from
pension plans and personal savings.
□
Because people are retiring earlier and living
John and Mary Smith
longer, they need more money to support their
are 35 years old,
retirement years. If they don’t begin saving early
making a total of
enough, they will find it harder to accumulate the
$50,000 annually.
needed money.
They
intend to retire
Where does retirement money come from? Most
at
age
65. How much
workers look to their company’s pension plan for a
do you think they’ll
good portion of their retirement income. This
need to accumulate
booklet is about your 401(k) plan. In a 401(k)
in
their 401(k) plan
plan, the worker puts a certain amount of each
for
a comfortable
m onth’s wages into the plan, although the com
retirement? Is
pany may contribute. Whatever is accumulated in
$300,000
enough?
the worker’s account — like a savings account — is
More
than
enough?
what the worker receives when he or she retires.
How
can
you
figure
This booklet will help you determine how much
out what you’ll need?
money you will need to put into your plan each
The
answers are in
month to be able to live comfortably in your retire
this
brochure.
ment years. It takes you through three straightfor
ward steps, at the end of which you will have a
much better idea of what you need to do. Don’t forget — the sooner you
act, the less money you’ll need to put away each month. So, let’s get
started right now.
Follow These Steps to Make Sure Your 4 0 1(k)
Nest Egg Is Big Enough
■ Find out how much money you’ll need in your first year o f retirement. (See
Table I on page 5) Then calculate how much income you’ll need that first
year from your 4 0 1(k) plan. (See worksheet on page 7)
■ Figure out how large your 4 0 1(k) nest egg needs to be on the day you
retire. (See Table 2 on page 8)
■ Now, calculate how much you need to save each month to accumulate that
nest egg. (See Table 3 on page 11)
■ Start saving!
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Step 1 — Estimate How Much Money You Will Need Annually
From Your 401(k) Plan When You Retire
You must first think about the lifestyle you expect to have during retire
ment. Will retirement living be simpler and less expensive for you? Or,
will reduced expenses be offset by the cost of new interests you intend to
pursue? These are only two of the questions you need to consider.
A general rule of thumb is that financial needs during retirement will
be about 60 percent to 80 percent of a person’s needs during his or her
working years. This is based on the notion that retirement living involves
a simpler lifestyle. Some retirees no longer have mortgage payments to
make; life, health, or disability insurance premiums to pay; work-related
expenses, such as commuting; or their children’s education costs. For
these reasons, many people can live less expensively in retirement than
when they were working.
On the other hand, you might decide that your
financial needs will be about the same as they are
Your financial
now. You might intend to use your additional free
needs during
time to travel more frequently to visit children
retirement will
or grandchildren or to “see the world,” or take
be about 60%
up new hobbies such as golf or antique collecting.
to 80% of the amount
There might be little or no reduction in income
you need while you
taxes, because your income from your pension
are working.
plan and savings will likely be taxable, just like your
current wages.
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Table 1 will help you determine your financial needs for the first year
you are retired. The table is based on the previously mentioned rule of
thumb, using a 70 percent figure. It assumes a worker’s income will rise 4
percent each year. These assumptions may of course not be right. But
this table will give you a reasonable starting point.
Now, look at the table and find your current level of income (if your
spouse works, you will want to add both incomes together). Next, find
the approximate number of years you expect to continue working until
retirement. The number at the “intersection” represents your estimate of
the amount of money you will need in your first year of retirement. If the
number seems higher than you expected, don’t forget that thirty years
ago a cup of coffee cost only 25 cents!

Table 1 — Estimated Required Annual Income Level
in First Year of Retirement
Current Income Level
Years to
Retirement

$20,000

$30,000

$40,000

$50,000

$75,000

$100,000

40

$67,000

$101,000

$134,000

$168,000

$252,000

$336,000

30

45,000

68,000

91,000

114,000

170,000

227,000

20

31,000

46,000

61,000

77,000

115,000

153,000

10

21,000

31,000

41,000

52,000

78,000

104,000

Exam ple: John and M ary Smith, both thirty-five years old, estimate that they have thirty
years left u n til they retire. Their combined current a n n u a l income is $50,000. From the
table, John and M ary determine their estimated required income in the first year o f retire
ment to be $114,000. This is the am ount John and M ary will need in order to keep their
present lifestyle, assum ing their salaries increase 4 percent each year.
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□

You might have sources of retirement income in addition to your
401 (k) or similar defined contribution plan, and you’ll of course need to
consider what those might be. Examples include amounts you expect to
receive each year from one or more other benefit plans, such as a profit
sharing plan or a traditional defined-benefit pension plan, where the
company puts in enough money to provide you with a specified monthly
retirement income. You should be able to obtain this information from
your plan administrator. Other examples are Social Security and income
from personal savings. You should list the amount you expect to receive
from each source each year in retirement. By adding those amounts
together, and subtracting the total from the amount of your annual
needs in retirement (from table 1), you will determine the amount you’ll
need from your defined contribution pension plan in your first year of
retirement.
The following sample worksheet shows you how
to do this. In the worksheet, John and Mary Smith,
O ther sources of
who have determined from table 1 that their esti
retirement income
mated required income in the first year of retire
will reduce the
ment will be $114,000, estimate that they will
amount you need
receive $65,000 annually in Social Security pay
to put into your
ments, $4,000 annually in interest and dividends
4 0 1(k) plan.
on their bank accounts and personal investments
in stocks and bonds, and $5,000 annually in
income from their individual retirement account (IRA). This means they
will need $40,000 from the 401 (k) plan in the first year of retirement.
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Worksheet
Total amount needed in first year of retirement
(from table 1):

$114,000

Annual amounts expected from sources
other than 401(k):
Social Security*

$ 65,000

Income from personal savings

4,000

Defined-benefit plan, profit
sharing plan, or IRA

5,000

Part-time work

—

Other (income from inheritances,
gifts, etc. — remember to list
only the annual income, not
the total principal amount)

—

TOTAL
Amount needed in first year of retirement
from 401(k) plan:
*To estimate the Social Security benefit you’ll
receive when you reach age sixty-five, you may use
the table at right. It assumes a workers salary will
increase 5 percent and the cost of living will go up
4 percent each year. It also assumes a “spousal ben
efit” of 50 percent. Remember, although these
numbers may look large, they reflect anticipated
future cost of living increases. A fast food meal of a
burger, fries, and a shake that cost approximately
$.45 thirty-five years ago costs $2.60 today and
would cost over $10 thirty-five years from now.

74,000
________
$ 40,000

Estimated Annual Social Security Income in First Year of Retirement
Current Income Level

Years to
Retirement

$20,000

$30,000

$40,000

40

$56,000

$74,000

$86,000

30

39,000

52,000

59,000

65,000

20

31,000

39,000

43,000

47,000

50,000

10

23,000

28,000

30,000

32,000

34,000

7

$50,000

$75,000
and over

$95,000 $104,000
71,000

Saving fo r a Secure R etirem ent
Step 2 — Estimate How Much Money You Will Need
On the Day You Retire (Your Total Nest Egg)
Now that you have determined your financial needs for the first year of
retirement, you must figure out the total nest egg you will have to accu
mulate to provide for those needs. There are a few things to keep in
mind. One is the number of years you expect to live in retirement,
another is what will happen to the cost of living during your retirement
years, and another is the amount of money your nest egg will earn during
that time.
To make this as easy as possible, use the following table. Just find, in
one of the columns under “Amount Needed From 401 (k) Plan in First
Year of Retirement (From Worksheet),” the amount you computed using
the worksheet. Then, estimate the number of years you expect to live in
retirement. Although no one can know this, you can guess. It is a good
idea to estimate on the high side — that is, estimate a few more years
than you think — to be “safe” and avoid a situation in which you might
run out of money. Then, the box at the “intersection” tells you the
approximate nest egg you will need on the day you retire.

Table 2 — Total Nest Egg Needed at Retirement Date
Amount Needed From 401(k) Plan in First Year of Retirement
(From Worksheet)
Number of
Years in
Retirement

$20,000

$30,000

$40,000

$50,000

$75,000

$100,000

10

$184,000

$276,000

$368,000

$ 460,000

$ 689,000

$ 919,000

15

263,000

395,000

527,000

659,000

988,000

1,317,000

20

336,000

504,000

672,000

840,000

1,259,000

1,679,000

25

402,000

602,000

803,000

1,004,000

1,506,000

2,008,000

30

461,000

692,000

923,000

1,154,000

1,730,000

2,307,000

E xa m p le: John and M ary Smith determined from the worksheet that they need $ 4 0 ,0 0 0
from the 401(k) p lan in their first year in retirement. They estimate that they will live fo r
twenty-five years in retirement. From table 2, John and M ary determine that they need to
have a total o f $ 8 0 3 ,0 0 0 in the 401(k) p lan by the time they retire.
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There are some interesting things about table 2:
• You can see that the earlier you decide to retire (and thus
the more years you will be in retirem ent), the more money
you will need to accumulate as a nest egg.
• The table takes into account that there will likely be regular
increases in the cost of living. Therefore, you will need more
money in each year of retirement to keep up with those
increases. The table takes this into account by assuming an
annual inflation rate of 4 percent while you are retired. If
the actual rate is higher, you will need more money.
• The table reflects the assumption that your nest egg invest
ments will earn 6 percent each year. If the actual rate is
lower, you will need a larger nest egg to begin with.
• The assumption is that you will spend all of your nest egg —
the amount you have on the day you retire, as well as the
income earned on that money during retirement. So, if you
live exactly as long as you anticipate, there will be no money
left from your defined-contribution plan to be inherited by
your family.
One additional matter you should consider is
the age of your spouse and his or her expected
If you expect your
retirement period. If you expect your spouse to live
spouse to live
well beyond you, you would need to accumulate a
longer than you
larger nest egg. You can get an idea of what that
will, you will need
larger nest egg might need to be by looking at a
to accumulate a larger
greater number of years in retirement on the table.
nest egg.
Don’t be overly concerned if the amount you
need as a nest egg is a large number. You will see in
the next section that if you put money into the plan on a regular basis,
that money can grow quickly and accumulate what you will need.
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Step 3 — Determine How Much Money to Put Into the
Plan Each Month
Once you determine how much money you will need to accumulate by
your retirement date — that is, your nest egg — you must determine
how much you must save each month. This depends on —
• How many more years you expect to work before you retire.
The further you are from retirement, the less money you
will need to put into the plan each month. This is because
the more years you put money into the plan, the more
money there will be, not only from the additional money
you put in, but also because there will be more time for the
money to grow. Compounding takes effect — that is, the
money earned on your investments earns additional money,
making your nest egg grow even faster. Here is a simple illus
tration of compounding: If you invest $1,000 today earning,
say, 6 percent, then in twenty years you would have $3,200 .
The power of compounding is impressive.
• How quickly you expect the money to grow. The faster the
money grows from interest, dividends, and increases in the
market price of your investments in the plan — that is, the
higher the rate of return — the less money you will have to
put into the plan each month. Taking the above illustration,
if you invested the same $1,000 today, but it earned 9 per
cent instead of 6 percent, you would have $5,600 (instead of
$3,200) at the end of the twenty years.
Let’s now look at table 3. It will help you decide
how much money you should put into the plan each
month. Find the amount of your expected nest egg
from table 2 and look for that number (or one close
to it) in one of the columns under “Total Amount
Needed at Retirement Date.” Then decide whether
you think your money will earn 6 percent, or 9 per
cent each year from now until you retire. Now look down the first col
umn labeled “Years to Retirement” and find the number of years you
think you will work before you retire. The box at the “intersection” will
show you how much money you should put into the plan each month.
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Table 3 — Amount to Be Put Into the Plan Each Month
Total Amount Needed at Retirement Date
Years to
Retirement

$200,000

$400,000

$600,000

$800,000

6%

9%

6%

9%

6%

9%

6%

9%

6%

9%

6%

9%

40

$ 59

$30

$ 118

$ 60

$ 177

$ 90

$ 236

$ 120

$294

$ 125

$ 442

$224

30

129

79

258

159

388

238

517

317

646

397

969

595

20

318

233

636

466

954

699

1,271

932

1,589

1,165

2,384

1,747

10

1,040

896

2,079

1,793

3,119

2,689

4,159

3,585

5,198

4,481

7,798

6,722

$1,000,000 $1,500,000

E xa m p le: John and M ary Smith determined from table 2 that they will need a nest egg o f
about $ 8 0 0 ,0 0 0 by the time they retire. As mentioned earlier, they have thirty years un til
they retire. I f they expect to earn 6 percent on the money in the 401(k) p la n account, they
will need to start saving $ 5 1 7 each month u n til they retire. I f they expect the investments to
earn 9 percent, they will need to begin saving $ 3 1 7 each month.
Actually, it is likely to cost J ohn and M ary even less than that each month. This is
because they probably w o n ’t have to pay income taxes on the portion o f their salary that they
p u t into the plan.

O f course, you won’t know now how much your investments in the
plan will actually earn in the coming years. They might earn less than
6 percent or more that 9 percent, or something in between. Other, simi
lar tables, showing different rates of return, are available that you can
use. But even though you can only make an educated guess at the rate of
return, it’s much better to make an estimate than to be entirely in the
dark. The next section describes investments typically available in 401 (k)
and similar defined-contribution plans, and it will help you decide which
percentage rate of return you will want to use.
A few additional points are worth noting. First, your employer may
have a program in which it contributes to your plan account a certain
percentage of the amount you contribute. For every dollar your
employer puts in each month, that means one less dollar you’ll need to
put in. Second, table 3 assumes that you will increase the monthly
amount you put into the plan in proportion to your increases in salary.
The assumed increase is 4 percent annually. Finally, there are some limits
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the government puts on how much can be contributed to a worker’s
plan account each year — but that won’t be a stumbling block for most
people.
At this point you should have a good idea of the amount of money
you will want to put into the plan each month. Now, the important thing
is to do it — that is, to actually put that money in this month and every
month. If you do, you’ll have the kind of retirement you expect. If not,
well. . . .

What Types of Investments Are Right for Me?

□

We’ve seen that the monthly amount you need to put into your plan
depends on the rate of return you expect your investments to earn. It’s
obvious, then, that you’ll want to invest the money in the right kind of
investments so that you will in fact achieve that rate of return. If, for exam
ple, you used the 9 percent rate-of-return column in table 3 to determine
the monthly amount to put into your plan, you’ll want your investment to
earn at least 9 percent.
Most 401(k) plans offer a number of different
funds from which to choose. Except for contribu
Investment
tions your employer might make for you, which may
Principles to
go into investments the employer selects, you decide
Keep in Mind:
where to put your money. This is a double-edged
• The greater the
sword. On the one hand, you decide what you think
risk, the greater
is best for you. On the other hand, you bear the
the potential
responsibility of accumulating less money if your
rate of return
chosen investments do not perform well. In other
• Diversify to
words, if the investments do better than you expect,
reduce risk
then you will have a larger nest egg and more money
• Consistency
in your retirement years. But if the investments do
pays off
worse than you expect, there will be less money. So,
it is important you invest wisely.
You may ask your plan administrator for information about your
401(k) investment options. Although only you can decide how much
of your money to put into each fund, there are some general principles,
which you should consider, that investors have found worthwhile over
time:
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• The greater the risk associated with your investment, the
greater the potential return. Different funds hold different
types of securities with different risks and different potential
rates of return. A money market fund, for example, carries
little risk, but the expected return is relatively low. On the
other hand, certain stock funds, such as those that invest in
small or new or foreign companies, have the potential of a
high return, but there is also a greater likelihood that they
will go up or down significantly in value. You should under
stand the nature of the securities in each fund you may want
to invest in.
• Diversification reduces risk. If you put everything into a
high-risk stock fund, and it does well, your return will be
high. But if it performs poorly, you run the risk of a large
loss. On the other hand, if you spread your money, investing
some of it in bond funds, and some in stock funds, there is a
smaller risk that they all will do poorly. Some will do better
than others. In other words, it’s very risky to “put all your
eggs in one basket” — it’s usually better to diversify.
• A consistent long-term strategy is best. Some investors try to
“time the market,” switching into stock investments when
they think prices are low, and out of stocks and into bonds
when they think stock market prices are high. Well, it is very
difficult to know when it is really a good time to buy or sell.
You will probably do better by using a long-term investment
strategy and sticking with it.
Many people are cautious with their money, preferring “safer” invest
ments. Certainly, you shouldn’t throw caution to the wind and take more
risk than you’re comfortable with. But, you should know that history
shows, over the course of many years, that diversified stock funds have
generally performed much better than fixed income funds.
So, what should you do? Generally, the more years to retirement, the
greater risk you will probably want to take. If you are young with many
working years ahead, you will likely be better off investing a high per
centage of your money in higher-risk investments such as stocks. You
won’t need to worry as much about year-to-year fluctuations in the stock
market, because you will be looking at the long term. But if you are near
ing retirement age, you will probably want to invest more conservatively,
with more of your money in bond funds. This is because if there is a
decline in the stock market, you’ll have less time to see it reverse course.
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As a person approaches the middle range of his or her working years,
it is prudent practice to gradually — over a number of years — shift
money out of higher-risk investments and into safer ones.
But you should not feel that you necessarily need to be entirely out of
stocks when you retire. You will not be withdrawing your entire retire
ment savings immediately — rather, the bulk of your nest egg will remain
invested for many years after you begin your retirement.
Remember, these are general guidelines. You should decide what is
right for you. You might want to seek assistance from a qualified financial
planner to determine the strategy that’s best for you.

When Should I Begin?
Start today! As soon as you determine how much
money you need to invest in your defined-contribu
start saving the less
tion plan, do it. If the monthly amount from table 3
you’ll need to put
is just too much for you, you could go through the
away each month.
steps in this booklet again, changing some of the
assumptions, such as deciding to work longer and retiring later. But, in
any event, remember that the sooner you start investing, the less money
you’ll need to put in each month. And you’ll have greater peace of mind
knowing that you’re preparing for a secure retirement.
Importantly, once you determine the amount to put in each month,
you should keep up the investing program. It’s easy to find reasons to
stop contributing to the plan. Try your very best not to. If you do stop,
you’ll just have to put in that much more in future months, and you
know how difficult that will be!
Also, avoid withdrawing money from the plan
□
D on’t be an
before retirement, because you’ll just need to put
"on again, off again”
the money back to have the kind of retirement you
plan participant.
want. Also, there could be substantial taxes due
□
when you take out the money. Although many
plans allow workers to borrow against their account to buy a house, pay
for their children’s education, or cover a health emergency, remember
that such borrowings must be paid back, and the money won’t be grow
ing while it’s not in the plan.
So, you’re off to a good start by reading this booklet. Make it a great
start by putting money into your plan this month, and then keep it going.
You’ll be preparing for the kind of retirement you want — and deserve!

□

The sooner you
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